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INTRODUCTION

The Joint Appropriations Subcommittee on Health and Human Services requested information on:
" o Options for funding the Montana Veterans’ Homes including:
o Closing the facility and issuing residents of the Montana Veterans’ Home state vouchers that could
be used to offset the costs of services at other nursing homes
© Adopting the business model used by the Eastern Montana Veterans’ Home whereby a private
entity contracts with the state to operate the facility
o Budgeting the facility at the average cost of private facilities
o Impacts of building the Southwestern Montana Veterans’ Home
The purpose of this report is to outline the policy considerations associated with each of the options.

VETERANS NURSING HOME SERVICES CURRENTLY AVAILABLE IN
MONTANA

Montana Veterans’ Home, Columbia Falls

The Montana Veterans’ Home (MVH) a 105 bed facility located in Columbia Falls, provides skilled nursing,
intermediate nursing, and other ancillary services to Montana’s elderly veterans. The facility has a 15 bed
special care unit serving residents with dementia disorders including Alzheimer’s disease. MVH also operates a
12 bed domiciliary for veterans who require less assistance and supervision than nursing home residents. In FY
2010 the facility had an occupancy rate of 81 percent meaning that an average of 20 beds at the facility were

available at any given time. By comparison, in FY 2006 the occupancy rate was 93 percent and the rate as of
2/4/2011 was 87 percent.

Eastern Montana Veterans’ Home, Glendive

The Eastern Montana Veterans’ Home, an 80 bed facility located in Glendive, provides skilled nursing,
intermediate nursing, and other ancillary services to Montana veterans. The facility operates a 16 bed special
care unit for veterans requiring services for dementia and Alzheimer’s disease. The state of Montana contracts
with a private provider to operate the facility. In FY 2010 the facility had an occupancy rate of 86 percent with

an average of 11 beds available throughout the year. In FY 2006 the occupancy rate was 70 percent the rate as
of 2/4/2011 was 76 percent.

Miles City VA Community Based Outreach Clinic/Nursing Home

The Miles City Division of the VA Montana Healthcare System includes a 30 bed nursing home care unit
providing nursing home care to eligible veterans in Montana. This nursing home is wholly opera?ed lhoy"the
federal government and provides nursing home care for veterans with 100 percent service connected disabilities.

Current Budgeted Costs

Both state veterans’ homes are funded from insurance, Medicare, Medicaid, and private payments as well as
federal Veterans’ Administration per diem payments. The figure shows the total proposed budgeted costs for
cach state veterans’ home compared to the FY 2010 base budget expenditures, the estimated daily population,
and the annual cost per day of care.
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Senior and Long-term Care Division
Veterans' Homes FY 2010 Expenditures and Revenues
2013 Biennium Executive Budget Request
Institution/ Actual Budgeted Executive Budget Request
Cost/Funding FY 2010 FY 2011 FY 2012 FY 2013
Montana Veterans' Home
FTE 143.04 143.19 143.04 143.04
Personal Services $6,663,706 $7,185,508 $7,049,052 $7,048,853
All Other 3,270,547 3,157,597 3,597,003 3,614,281
Total Cost $9,934,253 $10,343,105 $10,646,055 $10,663,134
General Fund $0 $0 $0 $0
State Special Revenue 7,515,416 7,768,498 7,796,304 7,799,850
Federal Special Revenue 2418,837 2,574,607 2,849,751 2,863,284
Total Funding $9.934,253 $10,343,105 $10,646,055 $10,663,134
Population 94.10 104.00 90.30 89.30
Annual Cost Per Person $105,571 $99.453 $117,897 $119,408
Cost Per Day $289 $272 $323 $327
Annual Change -5.80% 18.55% 1.28%
Annual Per Person Reimbursement
State Special Revenue $79,866 $74,697 $86,338 $87,344
Annual Change -6.47% 15.58% 1.17%
Federal Special Revenue $25,705 $24,756 $31,559 $32,064
Annual Change -3.69% 27.48% 1.60%
Eastern Montana Veterans' Home
FTE 1.20 1.00 1.20 1.20
Personal Services $56,182 $55,668 $67,544 $67,385
All Other 1,620,754 1,687,730 2,575,536 2,575,542
Total Cost $1,676,936 $1,743,398 $2,643,080 $2,642,927
General Fund $0 $0 $0 $0
State Special Revenue 261,865 298,220 273,482 272975
Federal Special Revenue 1415071 1,445,178 2,369,598 2,369,952
Total Funding $1,676,936 $1,743,398 $2,643,080 $2,642,927
Population 69 66 69 69
Annual Cost Per Person $24,445 $26,415 $38,506 $38,504
Cost Per Day $67 $72 $105 $105
Annual Change 8.06% 45.77% -0.01%
Annual Per Person Reimbursement
State Special Revenue $3,817 $4,518 $3,984 $3,977
Annual Change 18.37% -11.82% -0.19%
Federal Special Revenue $20,628 $21,897 $34,522 $34,527
Annual Change 6.15% 57.66% 0.01%

Changes to the annual cost per person for the Montana Veterans’ Home are driven by two factors:

1) Reduced census in FY 2010 that carries into the 2013 biennium

2) Elimination of overtime and holiday pay from the FY 2010 base budget
Federal per diem payments were increased significantly effective October 1, 2010, from $77.53 to $94.59 per
day. Federal per diem is paid to nursing homes established by Montana as homes primarily for veterans disabled
by age, disease, or other disabilities and approved by the federal Veterans’ Administration. The balance of the

costs not paid by these funding sources is paid from cigarette tax state special revenue allocated for veterans’
uses.
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The significant variation between the two facilities is due to the different business models used by the state to
operate the facilities:

1) Montana Veterans’ Home is operated and staffed by the state of Montana (143.04 FTE). Funding
shown reflects all sources of revenues including about $4.7 million each year in private insurance,
Medicaid and Medicare reimbursements.

2) Eastern Montana Veterans” Home is operated by a private provider under contract with Montana. One
position (1.00 FTE) oversees the contract. Other staffing costs would be incurred by the private
provider operating the home and are not reflected in the figure. Funding shown in the figure includes
support for contract oversight, building maintenance costs, and federal per diem payments.
Reimbursements from private insurance, Medicaid, and Medicare are the revenues of the private
provider and as such are not included in the appropriations considered by the legislature.

POLICY OPTIONS FOR FUNDING THE MONTANA VETERANS’ HOME
Option 1 - Closing MVH

One of the options was to close the MVH and issue vouchers to residents for care in other nursing home
facilities. Several factors should be considered in relation to this option including:

o - Continuation of federal per diem payments

o Federal pharmacy benefits provided by MVH

o Construction costs for the Special Care Unit
These factors are discussed in detail below.

Federal Per Diem Payments

Based on the requirements outlined in the federal regulations the federal per diem payments could not be used to
support vouchers for residents to receive services in other nursing homes. This limits the funding of vouchers
for residents to cigarette tax state special revenues.

While the establishment, location, and control and administration of state veterans’ homes are the responsibility

of the state, federal regulations outline the requirements for federal per diem payments for veterans. The
requirements include:

o state-operation of the facility
o designation of the facility as a recognized state home for nursing home care
o annual certification that the facility and facility management meets the standards outlined in the
regulations
Additional regulations outline the maximum number of state home, nursing home and domiciliary beds Montana
may have at a total of 281 beds. Currently Montana has 197 beds allowable for federal per diem payments.

Federal Pharmacy Benefits Provided at MVH

Currently the MVH operates an onsite federal pharmacy. The pharmacy provides no cost or low cost drugs to
residents of MVH and eligible veterans in the Flathead area. Closing MVH could eliminate the pharmacy
benefits for the veterans in the Flathead area as the Department of Public Health and Human Services has not
yet determined if the pharmacy could continue to operate under federal requirements if the facility closes. The
salary costs for the pharmacist are included in the ancillary costs of MVH>

Construction Costs for the Special Care Unit

Federal funds for construction of veterans’ nursing homes were granted in FY 2001 at a cost of $820,142 federal
funds and $441,615 state special revenue funds. Under recapture provisions included in federal requirements
for the construction grant, if less than 20 years has lapsed since the grant, the federal VA shall be entitled to
recover 65 percent of the current value of the facility up to the amount of the grant provided.
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The requirement to operate the special care unit for 20 years will not be met until 2021, requiring the state to

repay the federal government up to $820,142 in federal construction funds if MVH is closed in the next
biennium.

Additional considerations for closing MVH and issuing vouchers include:
o Ongoing maintenance of the buildings and grounds of the facility
Disposition of the building
Veteran eligibility for vouchers
Costs associated with laying off state workers and reduction in force requirements
Nursing home utilization fee revenue reductions of about $250,000 a year that would generate about
$969,000 in federal Medicaid funds for nursing homes over the 2013 biennium

0 00O

Summary

If the facility were to close, federal per diem payments could not be used for vouchers, the state would have to
repay construction costs for the special care unit, DPHHS would need to resolve the questions related to the
continuation of the federal pharmacy program, and other associated costs of closing the facility would need to be
determined and appropriated.

Option 2 - Contracting With a Private Entity to Operate the State Facility

The Eastern Montana Veterans Home (EMVH) business model uses state staff to oversee a contract with a
private provider to operate the facility on behalf of Montana veterans. This arrangement ensures:
o Continued designation as a state veterans’ home and eligibility for federal per diem payments
o Support from the cigarette tax state special revenue account for state staff overseeing the contract and
costs of maintaining the buildings and grounds

The maintenance of the MHV campus and the associated costs are signiﬁcant different from those of EMVH
make assumptions as to the cost savings for the state by privatizing MVH using the EMVH contract as a model
difficult. The need to maintain the historic buildings and veterans’ cemetery would continue as a state
responsibility as would the maintenance of the current nursing home. Staffing costs associated with the
maintenance would continue to be a cost of the state and funding a cost of the cigarette tax state special revenue.
In addition, the legislature would need to take into account the costs associated with laying off the state
employees and implementing a reduction in force for MVH.

The question of the viability of this option includes the following issues:
o Can a private provider operate MVH profitably?
o Would staffing ratios need to change under a private contractor to ensure profitability and what effect
would this have on the resident care?
o If staffing levels are changed, can a private contractor maintain the quality of care currently provided
residents, and how will the department monitor the changes?
o What are the costs to the state associated with this option including one-time-only costs for

Until an RFP is issued, it is unclear if the department would have private contractors interested in providing

nursing home care at MVH. The legislature may wish to discuss with DPHHS the process the department
would use if this option was selected.

Option 3 - Budgeting MVH At The Average Cost of Private Facilities

As stated previously, MVH operates a 105 bed nursing home in Columbia Falls. To access the option of
funding MVH at the average of comparable facilities LFD staff reviewed cost reports for 12 other nursing home
facilities. To further refine the cost information additional averages were developed using subsets of the
original facilities based on:

o Occupied beds during the year as compared to total number of beds available to ensure similar numbers
of residents requiring care
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o Similar geographical locations to isolate potential impacts of staffing costs due to competition for
nursing staff

o Comparable quality rankings determined by CMS to assess potential increased costs for quality care

The results of this review are presented and discussed below. For purposes of this review the costs associated
with buildings and fixtures and capital related equipment were not included. The MVH has a 20 acre campus, a
number of buildings designated as national historic sites, and a veterans’ cemetery. The costs associated with
these facilities and grounds would not be comparable to private entities as a result of the add1t10na1 requirements
placed on the MVH facilities.

Other costs that were not included in the review include pharmacy costs and ancillary services such as physical
therapy, occupational therapy, or oxygen. These are not considered costs of prov1d1ng skilled or intermediate
nursing care as a part of the nursing home.

Average Costs of Facilities

To determine the average costs of comparable private nursing homes, the LFD staff first reviewed Medicaid
Cost Report Worksheets submitted by 12 private nursing homes in western Montana with similar number of
beds. It should be noted that MVH as a special care unit to serve individuals with dementia related conditions.
At least two of the other facilities included in the averages also operates an Alzheimer’s unit. However, separate
costing information on serving these individuals is not included in the reports reviews.

The figure on the next page shows the results of this review.
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IMPACTS OF CONSTRUCTION OF THE SOUTHWESTERN MONTANA
VETERANS’ HOME

The 2009 Legislature approved HB 213. The bill established a Southwestern Montana Veterans’ Home and a
~ site selection committee, and allocated 1.2 percent of cigarette tax money to a state special revenue account f:or
use in construction of the facility over the 2011 biennium. The allocation of 1.2 percent to a state special

revenue fund reduced general fund revenues by approximately $838,400 in FY 2010 and a similar reduction will
occur in FY 2011.

During the interim the site selection committee selected a site in Butte for construction of the facility. HB 296,
currently with the House Appropriation Committee, extends the diversion of cigarette tax until FY 2015, with
the intent of offsetting the state construction costs for the facility. Construction costs are currently estimated at
$13.75 million total funds and $4.81 million in state revenues. Following construction of the facility operation
and maintenance of the facility would become the responsibility of the state.

HB 213 allows the Department of Public Health and Human Services to contract with a private vendor for the
operation of the facility, the same business model used by the Eastern Montana Veterans’ Home. The funding
for the contract and maintenance of the facility after completion of the facility would be federal per diem
payments, private insurance, Medicaid, Medicare, and cigarette tax state special revenues as needed.

Need for Additional Services

- The Veterans Projections Source VetPop2000, U.S. Department of Veterans Affairs (VA), reports an estimate
for the 2025 Montana veteran population by age. The totals are presented below:
o Age 65-69 7,611
Age 70-74 7,025
Age 75-79 9,097
Age 80-84 5,160
Age 85> 3,857

0000

The VA uses these estimates to determine the maximum number of state home, nursing home and domiciliary
beds Montana for federal per diem payments. Currently, this is estimated at 281 beds needed through FY 2020.
Currently, Montana has 197 beds allowable for federal per diem payments. As stated above the FY 2010

occupancy rate for MVH was 80.65 percent and the rate for EMVH was 85.90 percent, indicating capacity to
serve up to an additional 31 veterans.
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